This study seeks to investigate the relationship between corporate governance, measured by Corporate Governance Index (CGI), and firm's performance and dividend payouts during the financial crisis in Poland. The empirical approach in the study lies in constructing a comprehensive measures of the corporate governance for 298 non-financial companies listed on Warsaw Stock Exchange in the years 2006-2010. The results shows a positive association between corporate governance and performance measured by Tobin's q. Moreover, I find evidence that higher corporate governance leads to an increase in cash dividends. Finally, the results presents that during the recent financial crisis corporate governance is positively associated with return on assets. However, in the period of the financial crisis better governed companies paid dividends less generously than do firms with lower corporate governance standards.
Introduction
Corporate governance has become a main subject in discussion in academic as a result of the crisis in 1990s and early 2000s. As a consequence there has been much research work on the broad topic of corporate governance in the last decade. However, corporate governance received much attention again due to the financial crisis in [2007] [2008] , which was often related to prior weak governance in the financial institutions and corporations. According to Claessens and Yurtoglu (2012) the systematic consequences of those failure resulted in reorganization of the potential macroeconomic, distributional and long-term consequences of weak corporate governance systems by policymakers and corporate world.
While, weak corporate governance is often related to the recent financial crisis, little is known whether better governed companies better performed in this period. In order to measure corporate governance standards the Corporate Governance Index (CGI) was constructed for 361 listed companies at the Warsaw Stock Exchange (WSE). The WSE is an interesting choice for a study because the results may be applicable for other emerging economies.
Similarly, as in many other emerging countries the Polish stock market is poorly developed and characterized by realtive poor investors' protection, by an inefficient law enforcement system, and is deemed to furnish a favorable context to minority expropriation (Kowalewski et al. 2008) . Consequently, good governance of companies may be especially important in the period of the financial crisis.
Indeed, using panel regression for 298 listed companies and the corporate governance index for the years 2006-2010 the results confirms the importance of the corporate governance on performance and dividend policy of listed companies during the crisis. I find that companies with good governance are characterized by higher Tobin's q and dividend policy. While, during the financial crisis companies with higher governance standards reported higher return on assets than firms with weak corporate governance. Consequently, the study confirms that good corporate governance is associated with better performance during the crisis.
The study adds to the growing literature on the benefits of corporate governance on companies performance. The main contribution is to present the role of corporate governance on firm's performance of listed companies in an emerging market during the recent financial crisis. Indeed, the confirms that even during the recent crisis better governed companies outperformed companies with weak corporate governance standards.
The paper is organized as follows. The next section shortly reviews the pertinent literature.
Section 3 discusses data and describe the governance indices. Section 4 presents the methodology and analyses the results. Finally, the last section offers a conclusions.
Literature review
A great deal of attention has been given to understanding how corporate governance affect firm's performance in developed and emerging countries 1 . Most of the studies confirm a positive link between good corporate governance practices to firm performance and value. As a results, a number of corporate governance indexes has been developed and found to be positively be related to firm performance. Brown and Caylor (2004) analyze the US firms with 51 factors, 8 sub-categories for 2327 firms based on dataset of Institutional Shareholder Service (ISS). Their findings indicate that better governed firms are relatively more profitable, more valuable and pay more cash to their shareholder. While, Black et al. (2006) using a corporate governance index finds evidence that corporate governance is an important factor in explaining the market value of Korean public companies. Overall, most studies support the importance of firm level corporate governance using a corporate governance index, especially in countries with weak legal protections for investors. Indeed, Black (2001) , argues that larger effects of corporate governance practices on firm performance are likely to be found in developing countries, because these countries often have weaker rules and larger variations between firms in corporate governance practices. Nevertheless, Johnson et al. (2000) finds that weak legal institutions for corporate governance were key factors in exacerbating the stock market declines during the 1997 East Asian financial crisis. They reports that in countries with weaker investor protection, net capital inflows were more sensitive to negative events that adversely affect investors' confidence.
However, in times of economic shock the quality of corporate governance can also affect firms' performance and valuation. Mitton (2002) using firm level data on 398 listed companies from Indonesia, Korea, Malaysia, Philippines and Thailand documented that the firm-level differences in variables are related to corporate governance has strong impact on firm performance during East Asian Crisis in 1997 and 1998. Moreover, the study suggest that better price performance is associated with firms that have indicators of higher disclosure quality, higher outside ownership concentration and they are focused rather than diversified.
Similarly, Lemmon and Lins (2002) finds that, during the Asian financial crisis, firms showed low performance when their controlling managers had more control rights than ownership rights. This provides firm-level evidence consistent with the view that corporate governance helps explain firm performance during a financial crisis. Moreover, Bae et al. (forthcoming) documents that during the Asian financial crisis, firms with weaker corporate governance experience a larger drop in their share values. While, in the the post-crisis recovery period, firms with better corporate governance experience a larger rebound in their share values. Cornett et al. (2009) shows that during the recent financial crisis, firms that had better internal corporate governance tend to have higher rates of return. Consequently, the existing results show that corporate governance determine firm performance and value, in developed as well as developing countries, and even during a financial crises.
Data description

Construction of the Corporate Governance Index (CGI)
In the study a Corporate Governance Index (CGI) is constructed to measure corporate governance for listed companies at the Warsaw Stock Exchange (WSE) in the years [2006] [2007] [2008] [2009] [2010] . In this direction the work closely relates to the financial literature as Klapper and Love (2004) , Gompers et al. (2003) , Black et al. (2006) . The CGI is based only on public information such as annual reports or filings with regulatory agencies. The CGI was designed and completed in the years 2011-2012. Initially the information on the CGI was hand collected for 361 domestic companies, which were listed on the WSE in the years 2006-2010. In the panel regression, however, the sample is later reduced as financial companies are excluded. Therefore, the final data set for the panel regressions consists of 298 listed firms.
The CGI tries to assess the governance of the companies and how protected against expropriation outside investors are, thus providing a measure about the balance of power between insiders and outsiders. The CGI covers a broad range of governance topics and consist of the seven subindices: Management, Supervisory Board, Remuneration, Shareholder rights, Ownership structure, Audit and financial disclosure and Corporate behavior. The subindex Management measure the structure and procedure of the executive management of the company. Similarly the subindex Supervisory Board assess the structure and procedure of the supervisory board. The subindex Remuneration measure management and supervisory board remuneration and its ownership in the company. The subindex Shareholders quantify the degree to which the company informs relevant corporate facts to outside stakeholders. The subindex Ownership measures the ownership structure of the company, especially taking into account rights of the minority shareholders. The subindex Audit measures assess the quality of audit and financial disclosure. Finally, the subindex Corporate evaluate the social behavior of the company. The structure of the CGI, and the percentage of positive entries on each item, are presented in Table 1 .
The CGI comprises of 7 categories that include total 50 binary items, for each of them, the company is given a value of 1 if the company comply with a given item, and a value of 0 otherwise. Each company is than rated from 1 (poor) to 10 (excellent) in each of the categories based on the number of items complied based on its position to its peers. While, the CGI reflects company position to its peers based on information on all the subindices. The CGI has three distinctive advantages. First, it is clearly objective and documented. Second in a country like Poland where disclosure requirements are relatively low and mostly limited to accounting information, it reflects voluntary rather than mandatory information, and thus it may display a desirable variability across firms. Finally, it is not affected by the frequent low response rate in company surveys, which can be a unsolvable obstacle to perform econometric analysis as a result of the very small final sample. Hence, we are confident that the CGI is a comprehensive measure of corporate governance and we be applied as the main measure of corporate governance hereafter. Conversely, it has the limitation that it does not allow to know about corporate governance features that the company has decided not to disclose openly.
[ Table 1 ]
Dependent Variables
The study follow Klapper and Love (2004) by taking the return on assets (ROA) and Tobin's q as indicators of companies performance. The former is included as an accounting measure and is calculated as the earnings before interest and taxes over total assets. The latter proxy reflects expectations about future earnings and market perceptions of the value of the company. The implications of the performance variables are radically different in each case.
The ROA and corporate governance link reflects a tangible, balance-sheet effect on companies performance. In contrast, the Tobin's q and corporate governance nexus has more to do with market perceptions about the value of corporate governance. Even though one would expect some correlation between them, this may not be always the case, especially during a financial crisis. Indeed, the simple correlation in the sample is negative and statistical significant. An explanation for the results is that during the financial crisis the market expectations about companies future performance were strongly distorted. Moreover, during the crisis the market valuations of many companies was strongly influenced by herd behavior of investors. Consequently, in a period of a financial crisis Tobin's q may not reflect well the company performance. Therefore, the main indicator of companies performance is ROA in this study, which I assume better measures of companies performance during a financial crisis.
Moreover, in order to check the robustness of the results an additional measure is used.
Following Kowalewski et al. (2008) we employ the ratio of cash dividends to earning and sales is used as a dividend measure. According to La Porta et. al. (2000) firms with strong investor protection pay more dividends. They argue that better protected shareholders have better chances to force cash disgorgement, thus precluding insiders from using a high percentage of the firm's earnings for personal benefits. Similarly, Kowalewski et al. (2008) document that dividends play a basic role in limiting insider expropriation in Poland. They show that companies with higher corporate governance standards pay higher dividends, which confirms the previous findings of La Porta et al. (2000) . By paying dividends, insiders return corporate earnings to investors and hence are no longer capable of diverting these earnings.
Thus, the ability to disgorge cash is detrimental to outside shareholders' interest, otherwise the excess funds might be wasted.
Control Variables
In the regressions a set of control variables is included following the literature. Sales growth is a proxy for the product demand faced by the firm and its productivity. The debt ratio can, on one hand, improve performance by limiting managerial misbehavior and by serving as a signal of high quality, but, on the other hand, a high leverage may lead to asset substitution and underinvestment (Bebczuk, 2003) . Firm size may have a negative effect if size is correlated with the exhaustion of growth opportunities, but may contrarily have a positive impact whenever size is correlated with more diversification, more economies of scale and scope, more professionalized management, and less severe financial constraints.
The econometric specifications also include industry and time dummies. Taking into account the importance of industry effects on companies' performance, firms are classified into five broad sectors: industry, construction, energy, telecom services. Those sectors vary in productive technology and international tradeability.
Results
The period of analysis is [2006] [2007] [2008] [2009] [2010] 
Descriptive Statistics
Summary statistics on the CGI and ownership variables appear in Table 2 . Out of 60, the average CGI is 34.551, with a minimum of 15 and a maximum of 60. The two subindices CGI-Audit and CGI-Corporate are equally low on average with 4.784 and 3.765, respectively.
While, the other CGI-subindices are on average in the range from 5.273 (CGI-Board) to 5.116 (CGI-Renumeration). Hence, the results reveals relative problems in the area of audit and financial disclosure as well corporate behavior within the Polish listed companies.
[ Table 2] The pairwise correlation among governance and the performance and control variables can be seen in Table 3 . The CGI is strongly, positive correlated with each of the subindices.
Moreover, CGI and most of its subindices are strongly and positive correlated with ROA.
Additionally, the CGI is positive correlated with Tobin'q and both measures of dividends.
However, there is a negative and significant correlation between ROA and Tobin's q. As mentioned earlier Tobin's q can be distorted by the strong market volatility during a crisis.
Indeed, the crisis dummy is negatively correlated with the CGI as well the performance and one of the dividend measures. The correlation between the crisis dummy, ROA and Tobin's q are statistically significant. ROA is also negatively correlated with debt to assets, while positively with size and sales. In contrast, Tobin's is positively correlated with debt to assets, while negatively with size and sales.
[ Table 3 ]
Corporate Governance and Firm Performance
I explore the impact of corporate governance on firm performance by estimating:
where i and t refer to firm and time, respectively; GGI is a vector of corporate governance measures; vector Control includes sales growth, debt to asset ratio, size, sector and time [ Table 4 ]
In order to investigate the impact of corporate governance on firm performance the estimations are repeated, whereas a new variable crisis is employed in the regressions. The variable should capture the impact of the financial crisis and economic slowdown on firm performance. I also interact this variable with the corporate governance measure and the CGI subindices to investigate whether there is a different or stronger impact of corporate governance on firm performance during the crisis in home countries.
The results in Table 5 show that the interactive term corporate governance and crisis is positive and significant at 1% level. In line with expectations the coefficient for the variable crisis is negative and highly significant. Consequently, I find that companies with high corporate governance standards performed better during the recent financial crisis. I estimated as well the interactive term for each of the CGI subindices and crisis on ROA. The results
shows that the interactive term for the coefficient for CGI-Management, CGI-Shareholder, CGI-Ownership, CGI-Audit and crisis are positive and statistical significant. Hence, the results confirm that better governed companies are performing better than firms with lower corporate governance standards.
Similar as in the previous regressions the sale and size variables are positive and significant, while leverage is negatively and highly statically related to ROA. Moreover, also the construction and service sector dummies variables are again statistically significant in all the specifications. While, industry and energy sector dummies as before never enter the specification significantly.
[ Table 5 ] Table 6 presents the results for the regressions when Tobin'q is eployed instead of ROA as a firm performance measure. Conversely to the previous results the CGI variable is now positive and statistically significant at 1%. Hence, the results are in line with the literature documenting that corporate governance is positively related to firms valuations. Moreover, the regression on CGI-subindices presents that CGI-Audit and CGI-Corporate are also positive and statistically significant related to Tobins'q.
However, in contrast to the previous findings the debt variable is now positive and significant, while sales growth is negative and insignificant. Moreover, the size variable is now negative and significant at 1% level.
[ Table 6 ]
As previously I investigate also the impact of the financial crisis including the crisis dummy into the regression and interacting it with the corporate governance measure and the CGI subindices. The results are presented in Table 4 . In contrast to the previous results I find that the crisis and corporate governance interactive term is not significant related to Tobin's q.
Moreover, none of the interactive terms with the CGI subindices are now significant. One of the explanation for the results is the high volatility of the stock prices and hence market valuation of companies during a financial crisis, which is often the result of herding behavior of investors. Consequently, during a market crisis Tobin's q may not correctly reflect companies fundaments by the market.
In line with the previous results I find that the leverage variable is positive and significant, while size is negatively and highly statically related to Tobin's q. Moreover, the variable sales growth is negatively related but remains insignificant. While, the dummy variables for industry, construction and service sectors are now negative and highly significant. It is worth mentioning that the coefficient for the energy sector dummy is the only one, which remains positive and weak statistical significant. Indeed, the results indicate that during the crisis investors prefer industries that are less affected by the economic downturn as energy production and distribution.
[ Table 7 ]
Corporate Governance and Dividends
In order to investigate whether the corporate governance measure explain the cash dividends of the companies during a crisis I estimate pooled Tobit regression model similar to the one in the study of Kowalewski et al (2008) . This empirical methodology is applied as the dependent variable is truncated at zero and it has numerous individual observations displaying such value in the sample. The empirical specification can be summarized as follows
where i and t refer to firm and time, respectively; CGI is a vector of corporate governance measures; vector Control includes Tobin's q, ROA, sales growth, debt to asset ratio, size, sector and time dummy variables.
The results of a regression analysis for pooled Tobit are shown in Table 8 . The governance index captures the impact of corporate governance on cash dividends to earnings. The regressions also include the set of control variables that determine the dividend policy.
Moreover, in specification (2)- (8) the impact of each of the corporate governance indices on dividend policies is presented.
The CGI is positive and highly significant, as well the subindices CGI-Management, CGIAudit and CGI-Corporate. Hence, the results confirms that corporate governance is positively related to cash dividends in Poland.
ROA is positively associated with cash dividends to earnings at 1% significance level, but
Tobin's q variable is not statistically significant. Size is positively related with the same variable at 1% significance level. While, sales growth and debt variables are not significant.
The dummy variables are included only to control for potential industry and year effects.
However, sectors' dummies variables are statistically insignificant in all the specifications.
[ Table 8 ]
As before I examine the impact of the crisis including the crisis dummy into the regression and interacting it with the corporate governance measure and CGI subindices. In contrast to the previous results the interaction term CGI and crisis is negative and insignificant.
Moreover, the interaction term CGI subindices and crisis are insignificant in all the specification. Consequently, I do not find evidence that corporate governance determine the cash dividend policy of companies during the crisis.
In line with the previous findings ROA remain positively associated with cash dividends to earnings at 1% significance level, while Tobin's q variable is again insignificant. Also size remains positively and highly significant related with ROA. While, the remaining control variables remain insignificant in all the specifications.
[ Table 9 ]
Finally, I repeat the estimation using cash dividends to sales as dependent variable. Table 9 shows the results confirming the positive impact of corporate governance on cash dividends.
The variable CGI is positive and significant at 5% level. In addition also the subindices CGIManagement, CGI-Audit and CGI-Corporate are positively and significantly associated with cash dividends to sales. Hence, the results confirm the previous findings showing the positive effect of corporate governance on companies dividend policy.
As before ROA is positively associated with cash dividends to sales at 1% significance level, while Tobin's q variable is again insignificant. Size is positively and significantly related with the same variable, while debt is negatively associated with ROA at 1% significance level. The remaining control variables are statistically insignificant in all the specifications.
[ Table 10 ]
At the end I interact again the corporate governance measures with the crisis dummy. The interactive term of corporate governance and crisis is negative and significant at 10%.
Moreover, the interactive term of CGI-Board and crisis is negative and significant at 1% level. Hence, the results shows that companies with higher corporate governance were less likely to pay out cash dividends during the crisis. An explanation can be that better governed companies are more risk averse and consequently not pay out profit during a crisis.
The results for the control variables are in line with previous results. Again, ROA and size is positively and significantly related to the cash dividend measure. While, the leverage ratio is negative and highly significant. The remaining control variables as before are statistically insignificant in all the specifications.
[ Table 11 ]
Conclusion
The study confirms that corporate governance is an important determinant in explaining the performance and dividend payouts of listed companies during the financial crisis in Poland.
To measure the quality of corporate governance, I construct the Corporate Governance Index for 298 companies listed on the WSE for the years 2006-2008.
The CGI is positively and significantly associated with Tobin's q. However, when we interact the variable with the crisis dummy the interactive term is insignificant. I assume that the high volatility and herd behaviour during the crisis determines the market valuation of companies.
Consequently, the market valuation of companies does not reflect the fundamentals of the companies and its future perspective. Indeed, the assumption are supported by the fact, that the interactive term ROA and crisis dummy is positive and highly significant.
Moreover, the results shows that in those listed companies in Poland, where corporate governance practices are superior and, as a consequence, minority shareholder rights are better protected, dividend payouts are higher. Such results are in line with the outcome model assuming that when shareholders have more rights, they tend to use their power to influence the dividend policy. However, I find also that during the crisis better governed companies are paying lower dividends than firms with low corporate governance measure. One explanation for the result is the risk aversion of better governed companies that try to protect their shareholders during a period of high uncertainty by keeping their profit.
The study contributes to the literature in the field of corporate governance showing its 
